Report of the auditor-general to the Mpumalanga Provincial 
Legislature and the council on the Thaba Chweu Local Municipality 


Report on the audit of the financial statements 


Disclaimer of opinion 

1. I was engaged to audit the financial statements of the Thaba Chweu Local Municipality 
set out on pages ... to .... which comprise the statement of financial position as at 

30 June 2017, the statement of financial performance, statement of changes in net 
assets, cash flow statement and statement of comparison of budget and actual amounts 
for the year then ended, as well as the notes to the financial statements, including a 
summary of significant accounting policies. 

2. I do not express an opinion on the financial statements of the Thaba Chweu Local 
Municipality. Because of the significance of the matters described in the basis for 
disclaimer of opinion section of my report, I have not been able to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion on these financial 
statements. 

Basis for disclaimer of opinion 

Accumulated surplus 

3. The municipality adjusted its opening balance of accumulated surplus in the statement of 
changes in net assets by R248 885 856, which could not be supported by sufficient 
appropriate audit evidence. I further could not identify which other account balances and 
classes of transactions were affected by this adjustment made in the accumulated 
surplus. I was unable to determine these adjustments by alternative means, due to 
weaknesses in the internal controls of the municipality. Consequently, I was unable to 
confirm whether adjustments were necessary to the accumulated surplus stated at 

R1 987 330 056 (2015-16: R2 018 136 476) in the statement of changes in net assets. 

Inventory 

4. I was unable to obtain sufficient appropriate audit evidence to support the prior period 
error adjustment of R154 532 512 as disclosed in note 38 to the financial statements. In 
addition, the municipality included land inventory to the value of R41 548 684 where 
permanent structures were built by private individuals. As a result, I could not confirm 
whether the municipality had ownership and control of these properties. I was unable to 
confirm this by alternative means, due to weaknesses in the controls of the municipality. 
Consequently, I was unable to confirm whether any adjustments were necessary to 
inventory of R174 597 165 (2015-16: R195 248 718) as disclosed in note 38 to the 
financial statements. 







Property, plant and equipment 

5. The municipality revalued its infrastructure assets using the deemed cost of depreciated 
replacement value. I was unable to obtain sufficient appropriate audit evidence to 
support the deemed cost used to calculate the value of some of these infrastructure 
assets. In addition, the municipality adjusted the opening balances of community assets, 
which was included in property, plant and equipment, by R117 566 623 - this could not 
be supported by sufficient appropriate audit evidence. I was unable to determine these 
adjustments and deemed cost calculations by alternative means, due to weaknesses in 
the controls of the municipality. Consequently, I was unable to confirm whether 
adjustments were necessary to the property, plant and equipment amount of 

R2 207 094 516 (2015-16: R2 237 989 521) in the statement of financial position. 

Investment property 

6. I was unable to obtain sufficient appropriate audit evidence to support prior period error 
adjustments of R86 145 602 made in the opening balance of investment property as 
disclosed in note 38 to the financial statements. Furthermore, the municipality fair-valued 
all its investment properties by R14 186 463, which could not be supported by sufficient 
appropriated audit evidence. I was unable to determine these adjustments by alternative 
means, due to weaknesses in the controls of the municipality. Consequently, I was 
unable to confirm whether adjustments were necessary to investment property of 
R123 181 000 (2015-16: R213 599 077) as disclosed in note 3 to the financial 
statements. 

Trade receivables from exchange and non-exchange transactions 

7. In terms of GRAP 104, Financial instruments, an entity is required to assess individually 
significant financial assets for impairment where there are indicators of impairment and 
to collectively assess significant financial assets with groups of assets with similar credit- 
risk characteristics. Contrary to this requirement, the municipality did not assess the 
payment history rate to calculate the impairment. Consequently, I was unable to 
determine whether any adjustments were necessary to receivables from exchange and 
non-exchange transactions amounting to R29 430 515 (2015-16: R18 904 282) and 
R13 168 029 (2015-16: R15 568 382), respectively. 

Loss on disposal of assets 

8. The municipality wrote off some of its land used for RDP houses amounting to 

R80 916 146 in the current financial period instead of the period in which the municipality 
lost control over those assets. As a result, the loss on disposal of assets stated at 
R97 849 473 was misstated. 




Statement of comparison of budget and actuals 

9. In the preparation of the statement of comparison of budget and actual amounts, the 
municipality did not use the correct adjusted budgets amounts, leading to net differences 
of R42 088 550. Consequently, the statement of budgets and actual amount was 
misstated. 

Commitments 

10. The municipality used incorrect contract details to calculate the commitments disclosed 
in note 35 to the financial statements, leading to misstatements of R8 276 305. 
Furthermore, I was unable to obtain sufficient appropriate audit evidence to support 
some of the amounts included in the commitments. Consequently, I was unable to 
confirm whether any further adjustments were necessary relating to the commitments 
disclosure of R86 715 005 as disclosed in note 35 to the financial statements. 

Irregular expenditure 

11. The municipality did not have adequate controls to prevent and detect irregular 
expenditure to ensure that all irregular expenditure was disclosed in accordance with 
section 125(2) of the MFMA. In addition, the municipality made payments in 
contravention of the supply chain management (SCM) requirements, resulting in 
additional irregular expenditure of R29 056 807(2015-16: R179 840 885) which was not 
disclosed in note 44 of the financial statements. I was unable to determine whether any 
further adjustments were necessary relating to irregular expenditure disclosed at 
R259 941 219 (2015-16: R199 935 438) in note 44 to the financial statements. 

Unauthorised expenditure 

12. The municipality did not include the required information on unauthorised expenditure in 
the notes to the financial statements, in accordance with section 125(2)(d) of the MFMA. 
The municipality made payments in excess of the approved budget, which resulted in 
unauthorised expenditure of R41 394 830. Consequently, unauthorised expenditure 
disclosed at R124 806 278 (2015-16: R66 152 170) was understated. 




Preparation of the financial statements 


13.1 was unable to obtain sufficient appropriate audit evidence that the accounting officer 
had fulfilled his responsibility for the preparation and fair presentation of the financial 
statements in accordance with the applicable financial reporting framework, as written 
representations in this respect were not provided. I was also unable to obtain written 
representations from the accounting officer that I had been provided with all relevant 
information and access as agreed in terms of the audit engagement and that all 
transactions had been recorded and were reflected in the financial statements. I could 
not determine the effect of the lack of such representations on the financial position of 
the municipality at 30 June 2017 or on the financial performance and cash flows for the 
year then ended. 

Emphasis of matters 

14.1 draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

15. As disclosed in note 38 to the financial statements, the corresponding figures for 

30 June 2016 have been restated as a result of an error in the financial statements of the 
municipality at, and for the year ended, 30 June 2017. 

Material losses 

16. As disclosed in note 32 to the financial statements, material losses of 22 686 955 units 
(2015-16: 43 237 485 units) were incurred as a result of electricity distribution losses, 
which represented 18% (2015-16: 31%) of the total electricity purchased. Material losses 
of 6 424 650 units (2015-16: 3 271 303 units) were incurred as a result of water 
distribution losses, which represented 66% (2015-16: 34%) of the total water purchased. 

Material impairments 

17. As disclosed in notes 8 and 10 to the financial statements, the receivables balance was 
significantly impaired. The impairment of consumer debtors (including rates) amounted 
to R205 868 713 (2015-16: R191 398 912), which represented 83% (2015-16: 85%) of 
the total consumer debtors. The contribution to the provision for debt impairment was 
R14 469 801 (2015-16: R87 128 067). 




Other matter 

18.1 draw attention to the matter below. My opinion is not modified in respect of this matter. 

Unaudited disclosure notes 

19. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and, accordingly, I do not express an opinion 
thereon. 

Responsibilities of the accounting officer 

20. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with the South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
MFMA and the Division of Revenue Act of South Africa, 2016 (Act No.1 of 2016) (DoRA), 
and for such internal control as the accounting officer determines is necessary to enable 
the preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

21. In preparing the financial statements, the accounting officer is responsible for assessing 
the municipality’s ability to continue as a going concern, disclosing, as applicable, 
matters relating to going concern and using the going concern basis of accounting 
unless the accounting officer either intends to liquidate the municipality or to cease 
operations, or has no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

22. My responsibility is to conduct an audit of the financial statements in accordance with the 
International Standards on Auditing (ISAs) and to issue an auditor's report. However, 
because of the matters described in the basis for disclaimer of opinion section of my 
report, I was not able to obtain sufficient appropriate audit evidence to provide a basis for 
an audit opinion on these financial statements. 

23.1 am independent of the municipality in accordance with the International Ethics 

Standards Board for Accountants’ Code of ethics for professional accountants (IESBA 
code) together with the ethical requirements that are relevant to my audit of the financial 
statements in South Africa. I have fulfilled my other ethical responsibilities in accordance 
with these requirements and the IESBA code. 


Report on the audit of the annual performance report 


Introduction and scope 

24. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and the general notice issued in terms thereof, I have a responsibility to report material 
findings on the reported performance information against predetermined objectives for 
selected objectives presented in the annual performance report. I performed procedures 
to identify findings but not to gather evidence to express assurance. 

25. My procedures address the reported performance information, which must be based on 
the approved performance planning documents of the municipality. I have not evaluated 
the completeness and appropriateness of the performance indicators included in the 
planning documents. My procedures also did not extend to any disclosures or assertions 
relating to planned performance strategies and information in respect of future periods 
that may be included as part of the reported performance information. Accordingly, my 
findings do not extend to these matters. 

26.1 evaluated the usefulness and reliability of the reported performance information in 
accordance with the criteria developed from the performance management and reporting 
framework, as defined in the general notice, for the following selected objectives 
presented in the annual performance report of the municipality for the year ended 
30 June 2017: 


Objectives 

Pages in the annual 
performance report 

Objective (KPA 1) - basic infrastructure and service delivery 

X - X 

Objective (KPA 2) - local economic development 

X - X 


27.1 performed procedures to determine whether the reported performance information was 
consistent with the approved performance planning documents. I performed further 
procedures to determine whether the indicators and related targets were measurable 
and relevant, and assessed the reliability of the reported performance information to 
determine whether it was valid, accurate and complete. 

28. The material findings in respect of the usefulness and reliability of the selected objectives 
are as follows: 










Objective (KPA 1) - basic infrastructure and service delivery 

Various indicators 

29. The source information and evidence for the achievement of planned indicators were not 
clearly defined, as required by the Framework for Managing Programme Performance 
Information (FMPPI). The target for the following indicators was not specific in clearly 
identifying the nature and the required level of performance as well as measurable, as 
required by the FMPPI: 

• % progress in refurbishment of street in Mashishing/Lydenburg within targeted time 

• % progress in refurbishment of road in Moremela within targeted time 

• % progress in refurbishment of road in Matibidi within targeted time 

• % progress in refurbishment of road in Simile within targeted time 

• % progress in replacement of AC reticulation pipelines in Lydenburg/Mashishing 
within targeted time 

• % progress in rezoning and installation isolation valves within targeted time 

® % progress in water reticulation within targeted time 

• % progress in bulk pipeline installation within targeted time 

• % progress in the upgrade and replacement of AC pipes within targeted time 

• Installation of 1.5km ring-feed line at Sabie within targeted time 

% progress in rezoning and installation and isolation valves within targeted time 

30. The indicator and target approved as 100% progress in rezoning and installation and 
isolation valves within targeted time in the integrated development plan were not 
reported in the annual performance report. This was not in line with the requirements of 
section 41(c) of the Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) 
(MSA). 

Various indicators 

31. The reported achievements for the targets were misstated, as the evidence provided did 
not agree with the reported achievements as follows: 


Planned target 

Reported 

achievement 

Audited value 

% progress in refurbishment of street in Mashishing/Lydenburg 
within targeted time 

1340m 

2400m 

% progress in refurbishment of road in Moremela within 
targeted time 

400m 

900m 

% progress in refurbishment of road in Matibidi within targeted 
time 

1940m 

1900m 

% progress in refurbishment of road in Simile within targeted 
time 

560m 

500m 

% progress in the replacement of AC reticulation on pipelines 
in Lydenburg/Mashishing within targeted time 

13.1 

18km 

100% progress in the fencing of Lydenburg cemetery 

project complete 

not complete 

100% progress in the fencing of Extension 8 cemetery 

project complete 

not complete 














Objective (KPA 2) - local economic development 

Various indicators 

32. The source information and evidence for the achievement of the following planned 
indicator was not clearly defined, as required by the FMPPI: 

• Number of reports submitted by THALEDA 

• Number of jobs created 

• Number of SMMEs developed within target time 

• Number of SMMEs developed and mentored within targeted time 

33. The target for the following indicators was not specific in clearly identifying the nature 
and required level of performance, was not measurable, and did not specify the period or 
deadline for delivery during the planning process, as required by the FMPPI: 

® Number of reports submitted by TFIALEDA 

• Number of SMMEs developed within targeted time 

• Number of SMMEs developed and mentored with targeted time 

Number of SMMEs developed within targeted time 

34. The systems and processes to enable reliable reporting of actual service delivery against 
the indicator were not adequately designed, as required by the FMPPI. 

35. Furthermore, I was unable to obtain sufficient appropriate audit evidence for the reported 
achievement of the quarterly meeting held. This was due to limitations placed on the 
scope of my work. I was unable to confirm the reported achievement by alternative 
means. Consequently, I was unable to determine whether any adjustments were 
required to the reported achievement of one quarterly meeting held. 

Number of jobs created 

36. The reported achievement for jobs created was misstated, as the evidence provided 
indicated 80 and not 200 as reported. 

Other matter 

37.1 draw attention to the matter below. 

Achievement of planned targets 

38. Refer to the annual performance report on pages ... to ... for information on the 
achievement of planned targets for the year and explanations provided for the 
underachievement of a number of targets. This information should be considered in the 
context of the material findings on the usefulness and reliability of the reported 
performance information in paragraphs 31 to 38 of this report. 




Report on the audit of compliance with legislation 


Introduction and scope 

39. In accordance with the PAA and the general notice issued in terms thereof, I have a 
responsibility to report material findings on the compliance of the municipality with 
specific matters in key legislation. I performed procedures to identify findings but not to 
gather evidence to express assurance. 

40. The material findings on compliance with specific matters in key legislation are as 
follows: 

Strategic planning and performance management 

41. Key performance indicators were not set for the provision of basic water, sanitation, 
electricity and solid waste removal services, as required by section 43(2) of the MSA and 
municipal planning and performance management regulation 10(a). 

42. A performance management system and related controls were not maintained, as it did 
not describe how the performance planning, monitoring, measurement, review, reporting 
and improvement processes should be managed, as required by municipal planning and 
performance management regulation 7(1). 

Budget 

43. Reasonable steps were not taken to prevent unauthorised expenditure, as required by 
section 62(1 )(d) of the MFMA. The expenditure disclosed did not reflect the full extent of 
the unauthorised expenditure incurred, as indicated in the basis for disclaimer of opinion 
section. The majority of the disclosed unauthorised expenditure was caused by the 
overspending of the budget in certain votes. 

Annual financial statements and annual report 

44. The financial statements submitted for auditing were not prepared in all material respects 
in accordance with the requirements of section 122 of the MFMA. Material 
misstatements identified by the auditors in the submitted financial statements were not 
adequately corrected and some of the supporting records could not subsequently be 
provided, which resulted in the financial statements receiving a disclaimer of audit 
opinion. 

45. The annual performance report for the year under review did not include a comparison 
with the previous financial year and the measures taken to improve performance, as 
required by section 46(1 )(b) and (c) of the MSA. 




Procurement and contract management 

46. Some goods and services with a transaction value below R200 000 were procured 
without obtaining the required price quotations, in contravention of SCM regulation 17(a) 
and (c). Similar non-compliance was also reported in the prior year. 

47. Some quotations were accepted from prospective providers who were not on the list of 
accredited prospective providers and did not meet the listing requirements prescribed by 
the SCM policy, in contravention of SCM regulations 16(b) and 17(b). Similar 
non-compliance was also reported in the prior year. 

48. Some quotations were accepted from bidders who did not submit a declaration on 
whether they are employed by the state or connected to any person employed by the 
state, as required by SCM regulation 13(c). 

49. Some quotations were accepted from bidders whose tax matters had not been declared 
by the South African Revenue Service to be in order, in contravention of SCM 
regulation 43. 

50. Some goods and services with a transaction value above R200 000 were procured 
without inviting competitive bids, as required by SCM regulation 19(a). Deviations were 
approved by the accounting officer even though it was not impractical to invite 
competitive bids, in contravention of SCM regulation 36(1). Similar non-compliance was 
also reported in the prior year. 

51. Some competitive bids were not evaluated by bid evaluation committees composed of 
officials from the departments requiring the goods or services, as required by SCM 
regulation 28(2). 

52. Some competitive bids were adjudicated by a bid adjudication committee that was not 
composed in accordance with SCM regulation 29(2). 

53. Some contracts were awarded to bidders who did not submit a declaration on whether 
they are employed by the state or connected to any person employed by the state, as 
required by SCM regulation 13(c). 

54. Some contracts and quotations were awarded to bidders that did not score the highest 
points in the evaluation process, as required by section 2(1 )(f) of the Preferential 
Procurement Policy Framework Act of South Africa, 2000 (Act No. 5 of 2000) and the 
Preferential Procurement Regulations. 

55. Quotations were awarded to bidders based on functionality criteria that had not been 
stipulated in the original invitation for quotations, in contravention of preferential 
procurement regulation 4. 

56. Construction contracts were awarded to contractors that were not registered with the 
Construction Industry Development Board (CIDB) and did not qualify for the contract in 
accordance with section 18(1) of the CIDB Act of South Africa, 2000 (Act No. 38 of 2000) 
and CIDB regulations 17 and 25(7A). Similar non-compliance was also reported in the 
prior year. 




57. Bid documentation for procurement of commodities designated for local content and 
production did not stipulate the minimum threshold for local production and content, as 
required by preferential procurement regulation 9(1). 

58. Commodities designated for local content and production were procured from suppliers 
who did not submit a declaration on local production and content, as required by 
preferential procurement regulation 9(1). 

59. Some contracts were extended or modified without the approval of a properly delegated 
official, in contravention of SCM regulation 5. 

60. The performance of contractors or providers was not monitored on a monthly basis, as 
required by section 116(2)(b) of the MFMA. Similar non-compliance was also reported in 
the prior year. 

61. The contract performance and monitoring measures and methods were insufficient to 
ensure effective contract management, in contravention of section 116(2)(c) of the 
MFMA. 

Human resource management and compensation 

62. Senior managers were appointed without submitting original/certified copies of academic 
and professional qualifications prior to signing employment contracts, as required by 
municipal performance regulation 4(4)(b). 

63.1 was unable to obtain sufficient appropriate audit evidence as to how the council 
concluded that there was no previous misconduct before officials were appointed, as 
required by section 57A(1) of the MSA. 

64. The municipal manager did not sign his performance agreement within the prescribed 
period, as required by section 57(2)(a) of the MSA. 

Expenditure management 

65. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

66. Effective steps were not taken to prevent irregular expenditure, as required by 
section 62(1 )(d) of the MFMA. The full extent of the irregular expenditure could not be 
quantified, as indicated in the basis for disclaimer of opinion section. The majority of the 
disclosed irregular expenditure was caused by non-compliance with the SCM 
Regulations. 

67. Effective steps were not taken to prevent fruitless and wasteful expenditure amounting to 
RIO 993 875, as disclosed in note 43 to the annual financial statements, in contravention 
of section 62(1 )(d) of the MFMA. The majority of the disclosed fruitless and wasteful 
expenditure was caused by interest paid on overdue accounts. 





Revenue management 

68. An effective system of internal control for debtors and revenue was not in place, as 
required by section 64(2)(f) of the MFMA. 

Asset management 

69. An effective system of internal control for assets (including an asset register) was not in 
place, as required by section 63(2)(c) of the MFMA. 

Consequence management 

70. Some of the unauthorised expenditure incurred by the municipality was not investigated 
to determine if any person was liable for the expenditure, as required by section 32(2)(a) 
of the MFMA. 

71. Some of the irregular expenditure incurred by the municipality was not investigated to 
determine if any person was liable for the expenditure, as required by section 32(2)(b) of 
the MFMA. 

72. Some of the fruitless and wasteful expenditure incurred by the municipality was not 
investigated to determine if any person was liable for the expenditure, as required by 
section 32(2)(b) of the MFMA. 


Internal control deficiencies 


73.1 considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my 
objective was not to express any form of assurance thereon. The matters reported below 
are limited to the significant internal control deficiencies that resulted in the basis for the 
disclaimer of opinion, the findings on the annual performance report and the findings on 
compliance with legislation included in this report. 

Leadership 

74. The accounting officer did not exercise adequate oversight responsibility regarding 
financial and performance reporting as well as compliance as compliance with 
legislation. 

Financial and performance management 

75. Management did not implement proper record keeping in a timely manner to ensure that 
complete, relevant and accurate information was accessible and available to support 
financial and performance reporting. 

76. Management did not prepare regular, accurate and complete financial and performance 
reports that were supported and evidenced by reliable information. 



Governance 


77. Although the internal audit unit and the audit committee operated during the current 
period as per their legislated mandate, recommendations made to management on the 
improvement of internal controls to ensure reliable reporting on both financial and 
performance information as well as compliance with legislation were not always 
implemented. 


Other reports 


78.1 draw attention to the following engagements conducted by various parties that had, or 
could have, an impact on the matters reported in the municipality’s financial statements, 
reported performance information, compliance with applicable legislation and other 
related matters. These reports did not form part of my opinion on the financial statements 
or my findings on the reported performance information or compliance with legislation. 

Investigations 

79. The office of the Public Protector South Africa is currently conducting investigation in to 
some of the municipality’s affairs. As at year end the investigation was still in progress. 
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